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Report on the Financial Statements
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We have audited the accompanying financial statements of the governmental activities, the
business type activities, each major fund and the aggregate remaining fund information of City
of Preston as of and for the year ended June 30, 2015, and the related notes to the financial
statements, which collectively comprise the bas1c financial statements of the City's primary
government as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with the cash basis of accounting described in Note 1. This includes determining
the cash basis of accounting is an acceptable basis for the preparation of the financial statements
in the circumstances. This includes the design, implementation and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit,. We
conducted our audit in accordance with U. S. generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the City’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the City’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

S.J.Domeyer,CPA | M.A.Kuepers, CPA | JW.Hannan,CPA | M. Ruggeberg, CPA | P.C.McCarthy, CPA | EA.Schilling, CPA | S.H.Roberts, CPA | J.L.Woolf, CPA

Members of American Institute of Certified Public Accountants and lowa Society of Certified Public Accountants




We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Basis for Adverse Opinion on Discretely Presented Component Unit

The financial statements referred to above do not include financial data for the City’s legally
separate component unit. Accounting principles generally accepted in the United States of
America require the financial data of the component unit to be reported with the financial data of
the City’s primary government unless the City also issues financial statements for the financial
reporting entity that include financial data for its component unit. The City has not issued such
reporting entity financial statements. The assets, liabilities, net position, revenues, and expenses
of the legally separate component unit is unknown, thus the amount by which this departure
would affect the financial statements taken as a whole is not reasonably determinable.

Adverse Opinion on Discretely Presented Component Unit

In our opinion, because of significance of the matter discussed in the “Basis for Adverse Opinion
on Discretely Presented Component Unit” paragraph, the financial statements referred to
previously do not present fairly, in conformity with the basis of accounting described in Note 1,
the financial position of the discretely presented component unit of the City of Preston, as of
June 30, 2015, or the changes in cash basis financial position thereof for the year then ended.

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective cash basis financial position of the governmental activities, the business type
activities, each major fund and the aggregate remaining fund information of the City of Preston
as of June 30, 2015, and the respective changes in cash basis financial position for the year then
ended in conformity with the basis of accounting described in Note 1.

Basis of Accounting

As described in Note 1, these financial statements were prepared on the basis of cash receipts
and disbursements, which is a basis of accounting other than U.S. generally accepted accounting
principles. Our opinions are not modified with respect to this matter.

Emphasis of Matter

As described in Note 4 to the financial statements, the City of Preston adopted new accounting
guidance related to Governmental Accounting Standards Board (GASB) Statement No. 68,

Accounting and Financial reporting for Pensions. Our opinions are not modified with respect to
this matter.

Other Matters
Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Preston’s basic financial statements. We previously audited, in
accordance with the standards referred to in the second paragraph of this report, the financial
statements for the nine years ended June 30, 2014 (none of which are presented herein) and
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expressed unqualified/unmodified opinions on those financial statements which were prepared
on the basis of cash receipts and disbursements with the exception of the seven years ended June
30, 2014. For the seven years ended June 30, 2014, we expressed an unqualified/unmodified
opinion on the financial statements of the various opinion units of the primary government and
we expressed an adverse opinion on the discretely presented component unit due to the omission
of the financial data for the City's legally separate component unit. The supplementary
information included in Schedules 1-6 is presented for purposes of additional analysis and is not
a required part of the basic financial statements.

The supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial
statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with U.S. generally accepted auditing standards. In our
opinion, the supplementary information is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

The other information, Management’s Discussion and Analysis, the budgetary comparison
information, the Schedule of the City’s Proportionate Share of the Net Pension Liability and the
Schedule of City Contributions on pages 5 through 10 and 30 through 36 has not been subjected
to the auditing procedures applied in the audit of the basic financial statements, and accordingly,
we do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 10, 2016 on our consideration of the City's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the City’s internal control over financial reporting and compliance.

O'CONNOR, BROOKS & CO., P.C.

O st | Brsesia Qo 0 C

Dubuque, Iowa
February 10, 2016



MANAGEMENT’S DISCUSSION AND ANALYSIS

The City of Preston provides this Management’s Discussion and Analysis of its financial
statements. This narrative overview and analysis of the financial activities is for the fiscal year
ended June 30, 2015. We encourage readers to consider this information in conjunction with the
City’s financial statements, which follow.

2015 FINANCIAL HIGHLIGHTS

e Receipts of the City's governmental activities increased 30.6% or $176,867 from fiscal 2014to
fiscal 2015. The receipts included $254,925 in property tax, $83,891 in local option tax,
$105,230 in road use tax funds, and $168,000 of debt proceeds.

* Disbursements increased 4.4% or $117,569 in fiscal 2015 from fiscal 2014. Public safety,
public works, and debt service disbursements increased $184,385, $71,286 and $49,293,
respectively, while gas and garbage disbursements decreased $62,697 and $126,401,
respectively.

- e The City's total cash basis net position increased 12.8% or $173,960 from June 30, 2014 to June

30, 2015. Of this amount, the net position of the governmental activities decreased $21,877.
The net position of the business type activities increased $195,837.

USING THIS ANNUAL REPORT
The annual report consists of a series of financial statements and other information, as follows:

Management's Discussion and Analysis introduces the basic financial statements and provides
an analytical overview of the City's financial activities.

The Government-wide Financial Statement consists of a Cash Basis Statement of Activities and
- Net Position. This statement provides information about the activities of the City as a whole
and presents an overall view of the City's finances.

The Fund Financial Statements tell how governmental services were financed in the short term
as well as what remains for future spending. Fund financial statements report the City's
operations in more detail than the government-wide financial statement by providing
information about the most significant funds.

Notes to Financial Statements provide additional information essential to a full understanding of
the data provided in the basic financial statements.

Other Information further explains and supports the financial statements with a comparison of
the City's budget for the year and the City proportionate share of the net pension liability and
related contributions.

Supplementary Information provides detailed information about the non-major governmental
funds, nonmajor proprietary fund, internal service funds, and the City’s indebtedness.
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BASIS OF ACCOUNTING

The City maintains its financial records on the basis of cash receipts and disbursements and the
financial statements of the City are prepared on that basis. The cash basis of accounting does not
give effect to accounts receivable, accounts payable and accrued items. Accordingly, the financial
statements do not present financial position and results of operations of the funds in accordance
with U.S. generally accepted accounting principles. Therefore, when reviewing the financial
information and discussion within this annual report, readers should keep in mind the limitations
resulting from the use of the cash basis of accounting.

REPORTING THE CITY'S FINANCIAL ACTIVITIES

Governmenit-wide Financial Statement

The Cash Basis Statement of Activities and Net Position presents the City's net position. Over time,
increases or decreases in the City's net position may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating.

The Cash Basis Statement of Activities and Net Position is divided into two kinds of activities:

* Governmental activities include public safety, public works, health and social services, culture
and recreation, community and economic development, general government and debt service.
Property tax, state grants, and payments in lieu of taxes finance most of these activities.

» Business type activities include water, sewer, electric, gas, garbage, and customer deposits.
- These activities are financed primarily by user charges.

Fund Financial Statements

The City has two kinds of funds:

1) Governmental funds account for most of the City's basic services. These focus on how money
flows into and out of the funds and the balances at year-end that are available for spending. The
governmental funds include: 1) the General Fund; 2) the Special Revenue Funds, such as Road
Use Tax, and 3) the Debt Service Fund. The governmental fund financial statements provide a
detailed, short-term view of the City's general government operations and the basic services it
provides. Governmental fund information helps determine whether thete are more or fewer
financial resources that can be spent in the near future to finance the City's programs.

The required financial statement for governmental funds is a Statement of Cash Receipts,
Disbursements and Changes in Cash Balances.

2) Proprietary funds account for the City's Enterprise Funds and the Internal Service Funds.
Enterprise Funds are used to report business type activities. The City maintains six Enterprise
Funds to provide separate information for the water, sewer, electric, gas, garbage, and customer
deposits funds. Internal Service Funds are an accounting device used to accumulate and allocate
costs internally among the City's various functions.

The required financial statement for proprietary funds is a Statement of Cash Receipts,
Disbursements and Changes in Cash Balances.
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Reconciliations between the government-wide statement and the fund financial statements follow
the fund financial statements.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
Net position may serve over time as a useful indicator of financial position. The City's cash balance

for governmental activities decreased from a year ago, from $449,844 to $427,967. The analysis
that follows focuses on the changes in cash balances for governmental activities.

Changes in Cash Basis Net Position of Governmental Activities

Year Ended June 30,
2015 2014
Receipts: e s
Program receipts:
Charges for service $ 47,622 $§ 48,889
Operating grants and contributions 170,283 171,806
Capital grants and contributions : 6,848 ---
General receipts:
Property tax 254,925 249,217
Other city tax 88,634 84,594
Unrestricted investment earnings 3,268 13,262
Other general receipts 14,669 9,614
Debt proceeds 168,000 ---
Total receipts $ 754249 $ 577,382
Disbursements:
Public safety $ 401,165 $ 216,780
Public works 191,851 120,565
Culture and recreation 107,630 99,130
Community and economic development : 16,235 12,399
General government 80,583 82,822
Debt service 78,662 29,369
Total disbursements $ 876,126 $§ 561,065
Change in cash basis net position before transfers $ (121,877) $ 16,317
Transfers, net 100,000 100,000
Change in cash basis net position $ (21,877) $ 116,317
Cash basis net position beginning of year 449,844 333,527
Cash basis net position end of year $ 427,967 $ 449,844

Total receipts for the City’s governmental activities increased by 30.6% or $176,867. The total cost
of all programs and services increased $315,061 or 56.2%. The increase in receipts is due loan
proceeds received in fiscal year 2015 for the purchase of a fire truck and to advance refund
remaining debt for a prior fire truck purchase. The cost of programs and services increased due to
the purchase of a police care, fire truck, and a snow plow as well as the amount paid to refund a
general obligation note.
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The cost of all governmental activities this year was $876,126 compared to $561,065 last year. As
shown in the Cash Basis Statement of Activities and Net Position, the amount taxpayers ultimately
financed for these activities was $651,373 because some of the cost was paid by those directly
benefited from the programs $47,622 or by other governments and organizations that subsidized
certain programs with grants and contributions $177,131. Overall, the City's governmental
activities program receipts, including intergovernmental aid and fees for services increased from
$220,695 in fiscal year 2014 to $224,753 in fiscal year 2015. The City paid for the remaining
"public benefit" portion of governmental activities with $529,496 in tax (some of which could only
be used for certain programs) and with other receipts, such as interest and general entitlements.

Changes in Cash Basis Net Position of Business Type Activities

Year Ended June 30,
2015 2014
Receipts: e e
Program receipts:
Charges for service:
Water $ 209,776 $ 207,123
Electric 1,088,717 1,143,415
Gas 491,056 593,714
Sewer 195,775 191,596
Garbage 140,435 129,564
Customer deposits 7,581 6,662
General receipts:
Unrestricted interest on investments 4,184 4,904
Miscellaneous 53,423 27,254
Sale of assets - 7,500
Total receipts $2,190,947  $2,311,732
Disbursements:
Water : $ 173,828 $ 175,708
Electric 950,085 990,796
Gas 479,327 542,024
Sewer 151,999 122,765
Garbage 132,832 259,233
Customer deposits 7,039 2,076
Total disbursements $1,895,110  $2,092,602
Change in cash basis net positions before transfers $ 295837 $§ 219,130
Transfer, net (100,000) (100,000)
Change in cash basis net position $ 195,837 $ 119,130
Cash basis net position beginning of year 911,355 792,225
Cash basis net position end of year 1,107,192  $ 911,355

Total business type activities disbursements for the fiscal year were $1,895,110 compared to
$2,092,602 last year. The decrease in gas disbursements was due to weather and the price of natural
gas. The increase in sewer disbursements was due to sewer video of the lines. The decrease in
garbage disbursements was due to the purchase of a garbage truck in fiscal year 2014.
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INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As the City of Preston completed the year, its governmental funds reported a combined fund
balance of $424,409, a decrease of $21,877 from last year's total. The following are the reasons for
the changes in fund balances of the major funds from the prior year.

o The General Fund cash balance increased from $110,652 to $134,210. The change of $23,558
is due to a decrease in Public Works expenses. In fiscal year 2014, a street lighting project was
completed. Additional capital items were purchased in fiscal year 2015 including a fire truck
and police car; however, debt proceeds covered the cost of the fire truck while the cost of the
police car was less than the lighting project.

o The Road Use Tax Fund cash balance decreased from $410,438 to $383,242. The decrease is
due to the seal coating of City streets and the purchase of a snow plow truck.

INDIVIDUAL MAJOR BUSINESS TYPE FUND ANALYSIS

e The Water Fund cash balance increased $41,153 as the City is accumulating funds for future
repairs and improvements.

e The Electric Fund cash balance increased $101,713 due to a decrease in expenses.
e The Gas Fund cash balance decreased $3,371 as a result of equipment and repair disbursements.

e The Sewer Fund cash balance increased $48,628 as the City is accumulating funds for future
repairs and improvements.

BUDGETARY HIGHLIGHTS

The City amended its budget only once during the fiscal year. It was amended and approved on
May 18, 2015 to provide for additional spending that wasn’t budgeted such as the purchase of a new
police car and related equipment, snow plow truck, and library equipment. The City had sufficient
cash balances to absorb these additional costs.

The City's receipts were $152,622 more than budgeted. This was primarily due an increase in
receipts in the gas fund. Gas rates in fiscal year 2015 did not decrease as much as anticipated.

The City exceeded the amounts budgeted in the public safety, public works, community and
economic development, general government, and debt service functions for the year ended June 30,
2015 due to unanticipated costs in those departments.




DEBT ADMINISTRATION

At June 30, 2015, the City had $931,823 in bonds and other long-term debt, compared to
$931,823 last year, as shown below. '

Outstanding Debt at Year End

June 30,
2015 2014
General obligation notes $ 190,876 97,823
Revenue note 683,000 759,000
Other obligations 50,000 75,000
Total $ 923,876 $§ 931,823

Debt increased as a result of additional borrowing in fiscal year 2015 to refund a general
obligation note and to purchase a fire truck. The Constitution of the State of Iowa limits the
amount of general obligation debt cities can issue to 5% of the assessed value of all taxable
property within the City's corporate limits. The City's outstanding general obligation debt of
$190,876 is significantly below its constitutional debt limit of $2.4 million.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Numerous issues were taken into account when adopting the budget for fiscal year 2016.
Amount available for appropriation in the operating budget will be $3,173,717, an increase of
16% from the final 2015 budget. Intergovernmental receipts and charges for services are
expected to increase approximately $121,000 and $391,000, respectively.

If these estimates are realized, the City's budgeted cash balance is expected to increase
approximately $57,000.

CONTACTING THE CITY'S FINANCIAL MANAGEMENT
This financial report is designed to provide our citizens, taxpayers, customers, and creditors with
a general overview of the City's finances and to show the City's accountability for the money it

receives. If you have questions about this report or need additional financial information, contact
Brenda Tebbe, City Clerk/Treasurer, P.O. Box 37, Preston, Iowa 52069.
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EXHIBIT "B"
CITY OF PRESTON

PRESTON, IOWA

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS
AND CHANGES IN CASH BALANCES - GOVERNMENTAL FUNDS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

Special Revenue

Road Use

General Tax Nonmajor Total

Receipts:
Property tax
Other city tax
Licenses and permits
Use of money and property
Intergovernmental
Charges for services
Special assessments
Miscellaneous

Total Receipts

Disbursements:

Operating
Public safety
Public works
Culture and recreation
Community and economic development
General government

Debt service

Total Disbursements

Excess (Deficiency) of Receipts
Over (Under) Disbursements

Other Financing Sources (Uses):
Sale of assets

Debt proceeds
Transfers in

Total Other Financing Sources
Change in Cash Balances
Cash Balances Beginning of Year

Cash Balances End of Year

Cash Basis Fund Balances:

Restricted for:

Library

Streets

Emergency levy
Assigned for:

Library

Police capital
Unassigned

Total Cash Basis Fund Balances

See notes to financial statements.

$ 254,925 - $ 254,925
88,634 88,634
2,990 2,990
6,508 2,810 9,318
65,053 105,230 170,283
38,241 38,241
112 129 241
19,268 188 19,456

$ 475,731 105230 § 3,127 584,088
$ 401,165 — 8 401,165
59,425 132,426 191,851
106,417 1,213 107,630
16,235 16,235
80,583 80,583
78,662 78,662

$ 663,825 132,426 § 79,875 876,126
$  (188,094) (27,196) §  (76,748) (292,038)
$ 2,161 - $ 2,161
109,491 58,509 168,000
100,000 100,000

$ 211,652 — $ 58509 270,161
$ 23,558 (27,196) §  (18,239) (21,877)
110,652 410,438 (74,804) 446,286

$ 134,210 383,242 $  (93,043) 424,409
$ — $ 71252 71,252
383,242 383,242

7,332 7,332
14,467 14,467
466 466
111,945 (164,295) (52,350)

$ 134210 383,242 $  (93,043) 424,409
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EXHIBIT "C"
CITY OF PRESTON

PRESTON, IOWA

RECONCILIATION OF THE STATEMENT OF CASH RECEIPTS,
DISBURSEMENTS, AND CHANGES IN CASH BALANCES TO
THE CASH BASIS STATEMENT OF ACTIVITIES AND NET POSITION -
GOVERNMENTAL FUNDS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

Total governmental funds cash balances $ 424,409

Amounts reported for governmental activities in the Cash Basis Statement of
Activities and Net Position are different because:

The Internal Service Funds are used by management to charge the
costs of the shed maintenance and to charge the reserve for insurance
premiums to the individual funds. A portion of the cash balances the
Internal Service Funds are included in governmental activities in the

Cash Basis Statement of Activities and Net Position. 3,558
Cash basis net position of governmental activities $ 427,967
Change in cash balances $  (21,877)

Amounts reported for governmental activities in the Cash Basis Statement of
Activities and Net Position are different because:

The Internal Service Funds are used by management to charge the costs

of shed maintenance and to charge the reserve for insurance

premiums to the individual funds. A portion of the change in the cash

balances of the Internal Service Funds is reported with governmental

activities in the Cash Basis Statement of Activities and Net Position. ---

Change in cash balance net position of governmental activities $  (21,877)

See notes to financial statements.
-14 -
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EXHIBIT "E"
CITY OF PRESTON
PRESTON, IOWA

RECONCILIATION OF THE STATEMENT OF CASH RECEIPTS,
DISBURSEMENTS, AND CHANGES IN CASH BALANCES
TO THE CASH BASIS STATEMENT OF ACTIVITIES AND NET POSITION -
PROPRIETARY FUNDS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

Total enterprise funds cash balances $ 1,108,241

Amounts reported for business type activities in the Cash Basis
Statement of Activities and Net Position are different because:

The Internal Service Funds are used by management to charge the costs
- of the shed maintenance and to charge the reserve for insurance

premiums to the individual funds. A portion of the cash balances of

the Internal Service Funds are included in business type activities in the

Cash Basis Statement of Net Position. (1,049)
Cash basis net position of business type activities $ 1,107,192
Change in cash balances $ 200,529

Amounts reported for business type activities in the Cash Basis Statement of
Activities and Net Position are different because:

The Internal Service Funds are used by management to charge the costs

of shed maintenance and to charge the reserve for insurance

premiums to the individual funds. A portion of the change in the cash

balance of the Internal Service Funds is reported with business type activities

in the Cash Basis Statement of Activities and Net Position. (4,692)

Change in cash basis net position of business type activities $ 195,837

See notes to financial statements.
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Note 1 -

CITY OF PRESTON
PRESTON, TOWA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2015

Summary of Significant Accounting Policies:

The City of Preston is a political subdivision of the State of Iowa located in Jackson
County. It was first incorporated in 1890 and operates under the Home Rule provisions of
the Constitution of Iowa. The City operates under the Mayor-Council form of
government with the Mayor and Council Members elected on a non-partisan basis. The
City provides numerous services to citizens including public safety, public works, culture
and recreation, community and economic development, and general government services.
The City also provides, water, sewer, electric, gas, and garbage utilities for its citizens.

A. Reporting Entity

For financial reporting purposes, the City of Preston has included all funds, organizations,
agencies, boards, commissions and authorities. The City has also considered all potential
component units for which it is financially accountable and other organizations for which
the nature and significance of their relationship with the City are such that exclusion
would cause the City's financial statements to be misleading or incomplete. The
Governmental Accounting Standards Board has set forth criteria to be considered in
determining financial accountability. These criteria include appointing a voting majority
of an organization's governing body, and (1) the ability of the City to impose